by Samuel Piser and Frederick Cutler 4

U. S Indﬁstry Expands Productive
Capacity of Foreign Countries

IN THE postwar years United States firms have increased
their direct foreign investrnents by some $20 billion, nearly
thres times ag much a8 the valus of gueh inrestments at the
and of 1846, These investments ﬂowmf into produstive
focilitics of all Kinds beve contzibuted signifieantly to
foreign economic development, and st the sane time bave
helped 0 expend markets for United States exports and to
provide a large shars of the essentisl imporis requirad hy
the Americen economy.

The full scope of foreign Investment activity ia much
great:er than indiested by the flow of fends from the United
htm!.es, gince Lhese tili:;:na utilize {.’or in???ﬁ:nl: and -:rt]t:ﬁ*

usiness purposes larze vohmme o EeneTh
intarna]]ypbﬂ the foreign branchas and gubsidiaries in their
day-to-day business, as well as funds secured from capital
matkots and other exbernial sources in the countries whers
they operate. To measure all of these Investment activities
the ce of PBuasiness Ecopomics has iniiiated an ann
survey of the sowurces and wsze of funds of the foreign sub-
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sidieries and branches of United States companies. This
article pummarizes the resulis of the fivst purvey. ]

Btanding out in the results iz the fact that the formtgn
enierprises covered, Tepresenting ebout fouwcfifths of the
botal for all United States direct forsign investments, had
agpragate funds available for use in operations in 1957 of
$6% hillion. Net income of the enterprizes was 32 billion,
just. over two-fifths of the total available, and of this, $1.7
Li]]ion was paid out ae dividends and profita, leaving $1.1
billion of earnings retained for use abroad. .

In sddition t0 retained e , abont $1.3 hillion of
net finaneing was provided from the United States in 1057,
About $1.1 billion was obisined from net foreign financing, -
representing amounts obiained from eapital markets and
areditors in ceuniries where the enterprises operated and, o
goma extent, finanecing obtained from other forsign countries,
Depraciation charges on tha fixed assets of the foreign con-
cerns and miscallancous sourcee yielded $1.3 billion, Of the
tuta.ldujf Sﬁi{mb:giciu a.mil?uhla, th«mfnrei 34.8 b:'ll[ion_waa df'
pose A . largely for property, plant and equipmen

While 1957 was a racord year for d‘wact—invﬁt;nmt capitel
flows from the Upited States, it was typical insofar as it
ehowed the importanee of the reinvestment of funds ?n-
erated by the énterprises in their operations abroad. Uiiiz-
ing theza funds, togather with eapital flows from the United
Sigtes, American companies are providing a eubstantial
share of industrial capital expansion in many countries.

New data on investment and Jfinancing

Deta osllected 1n this survey for the calendar year 1057
gom?ide_nummus new ingights into the operations of direct

T investmens enterprizes, especially with respect to the
avai a,bihfgoof funds generated ne depreciation chali‘!ges or
chtained from foreign sources, and the expenditure of funds
for pwpart-g, aElnnt- and equipment, inventories or other
purposes. Such information is related to, but broader than,
the data collected on & quarterly basis for use in our reguiar
balanee-of-payments ascounta.
. As tha survey of financial flows is earried forward snnually
in the future, it will fDI‘D"i’i’dﬁ date on changes in the megnitude
end compomtion of thess flows which will supplement the
dats on the net private enpital movement from the United
States, and provide a better basis for understending the par-
tivipetion #f thess snterprises in economic developmenta in
t]]% United States a.lnd B mid . " and

n pacticular, plant an uipment ezxpendituren

changes i mventories of Unitad States concrolled foreizn
enterprises ara much more satis measures of their

NOTE.—ME. PIZER AND ME. OUTLER ARE MEMBEER OF THE BALANUE
OF PAYMENTE DIVIFICN, OFFIOE OF BUSINERD BOONOMTOL. )
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investment activity than the series on net capital flows, and
will- therafore tie In more closely with similer data on capital
formation available here and io foreign conntries, .

A pumber of new terms snd methodological prosedures
vsed in developing these stetistica are discussed in the tech-
nica] note at the and of this report. The datn presented
are based on a sample of refatively ls;lrfe sompslies, coverng
sbout fourdifths of the earnings of all direct foreign invesi-
mentg n the ndustties covered. Although the degres of
coveraga is reasonably miform in the major ares<mdustry

upings, there are some important variations, as shown in

techmoal note. Thase data have not bean dead into
astimates of tha totals for all such direct-investment. enters
prises, pending the availability of the complete dats collected
sz part of the Suwrsey of American Businesy Invesiments in
Foraign Countries, which is now in progresa,

SOURCES OF FUNDS UTILIZED

Funds evailehle to foreign subsidiaries and branches of
Pnited States companies are derived from four principal
sources: het ineame, depreciation and other cash
agninst income, United States parent companies or other
United States sources, and foreign creditors or stockholders.
Total nds derived from these gources by the reporting
mrII}pnuies amounted to $6% billion in 1957, )

et meome is the lergest source of funds of the fore:tzg;
investment enterprises, aggregating $2% billion, or two-iif
of the totel covered in thie survey. After deducting remitted
dividends and profita of the enterprises, amounting io §1.7
billion, about $1.1 billion was availgble for yse abroad.
This is larger than the balance-of-payments series for undis-
tributed profits of the same group of companies, since about
$185 million of branch profits wers reported in the new series
broad, while the balance-of-payments series
covers only the undistributed profits of foreizn subsidiarics.
The present geries alzo includes the ‘equity of foreign stock-
bolders in undistributed profits. ) L
_ The difference in the data on retnined sarnings js primarily
in $he petrolenm indusfry, where branch organizaiions are
most important. In the new series retained sarnings of this
industry ns shown are considerably lu'gher than thoss of
manufacturing enterprises, which laad when undisiributed
subaidiary profita are considered alone.

Flow of funds from United States

Funds provided te the foreign enterprisea by their United
States parents were a liptls over 51 billion in 1887, and an
additional smouni of about $280 million eams from non-
affilinted United States zources. Use of parent company
financing varied greatly among areas and industries, account-

for over 30 percent of tha total for Laiin America, bug
only about 7 percent for other sreas combined. This distribu-
tion results largaly from the relatively high ratio of 18 parcang
for the petroloum imdustry which is most important in Latin
America, while the rotio for other industries combined was
about 12 ?ment.

. Funds from nonaffilisted United Htates residents were
significant only for the Canadian petrolenm and monufoc-
turing enterpnses, many of which have s large part of their
equity securities and long-term debt distributed widely in
the United States.

While the data collected for balanee-of-payments purposes
have provided measures of retained earnings and net capital
ottflows fromn the United States, the new sorias shows that
nearly 40 percent of the total funds available are derived
from foreign finencmg and depreciation charges, Foreign
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debt financing aggregated about $1 billion in 1957, represent-
ing mainly current accounts ble and acerued liabilities
such as those for taxes and empmrea benefit funds. Equity
finaneing from foreipn sources amounied to abouat $100
million, and was sizehle only for & few compenies in Canada
god Latin Americs. However, the sample eoropanies did
not include a avmber of newly organized Eoropean euter-
prises in whick there was foreign equity pa.rt-iniimbiun.

Altheuph there iz 1o nacessary or traceable connection
betwasn specific sources and uses of funds the data indicate
that the substantial emoumts of foreign fnancing wtili
in the warions industries were smnilar in amount to the ovarall
net increases in inventories and current receivables reported
by each of these indusiries, bul there is much voristion among
aress. In Latin Ameries the need for fands for thesa PUrposes
a d to exceed tha amounts of foreign financing avail-
able, except for public utilities. In Canada ind Europe
foreien finaneing generally excaeded requirements for working
capital. Foreign finanang for the petrolewm mndustry in
“other aress' mclydes » congidernble amount of Snaneing
from affilinted companies operaiing elsewhere abrosad.

The survey data indicata that, in eral, the companies
tend to wutilize local Enancing to Hnasnes local-currency
requirementz, especisly for working capital, although in
some areas their shility to do this is limited by the meager-
nesa of tocal eapital sources and the resubting high interest
rates. ’

Depreciation apd depletion charges are the lorges! internal
sourea of iunds of tha eontrolled for enterprizes, totaling
#1.2 bilion for the sample coversd in thie survey. How-
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ever, these charges provide only about one-quarter of totel
sourees of fuﬁ‘drg {nglt‘oﬂf income diiﬂm'h%bin%a} for fored
enterprises against B proportion of nearly 50 percent for
domestic corporstions P'm_ 1D57, and about one-third for the
1950-57 period ! This differencs could resuli; irom o number
of factors, such as markedly different depreciation rates,
ar the abijlta" of the foreigm enterprises to drew on parent
O funds, but further studiee of the balance sheets of
the foreign enterprisea sod data for a longer period will be
necessery in order to determine the factors involved. Agin
the cass of domastic corporate finencing, however, this source
of funds is of growing importance. :

About helt of the depreciation churges reported in this
survey origingie in the petrolenm industry, although they
account for a Jarger proportion of total sources of funds for
other industries covered. Manufacturing o tiong abroad

are not eo completaly covered as the peirolenm industry in

U. 5. Direct Foreign Investments
‘Plant ond Eguipment Expenditures, 1957
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this survey, and it is likely that for manuincturing in par-
ticnlar the dats given here substantislly understate the
megnitude of depreciation charges, -

or the petroleum industry, deprecintion charges were high
relative to the book value of investment at the end of 1957
in Westearn Europe, where refinerics snd other fixed assets
form a large part of totsl investment, and ware some-
what lower in the areas where other operations of the indus-
try predominate. Depreciation charges in the mamufac-
turing industry wers a htﬁr&lauve to the book walue of
investment in Europe, probably reflecting the fact that
enterprises in this ares require more plant and equipment
]tlmn d;;n thos%]areas m the ménuiq:rf;ﬂy dm:tw_tty_ is
ar assamhbling or ng. iliay , depreciation
uh_asrges for mmu‘%mt«uring in Latin America wera relatively

1. Bep SORVEY OF OUreRExe BUsiNgas, Duboker 1808—p. LB
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lew, probably reflecting the lowerad dollar- equivalent of
foreign-curreney depreciation charpes ag well as a relativey
low proportion of fixed eapital. .

Depletion. charges, reported as carried on the books of
tha enterprises, were about 50 million in 1957,
nearly oll in the patmfmlm industry. This amoun$, how-
ever, is not com le to the amount allowable for tax
purpeaes in the Tnitad States.

Comparison with domestic corporations

In order to gain somse perspective on the magnitides and
relationships of the varions gources of funds available 5o
direct foreign investments, they may be compared with
similar data for United States corporations. For the foreign
enterprises covered in this survey, total funds available, after
deducting income remittances, were $4.9 billion in 1957,
which is equal to about 12 peroent of the botal sources of
funds for United States corporations. For manufactiring
ard mining alone (inelnding petroloum setivitiea), the
proportion was about, 20 percent for 1957, )

tie corporations derived 70 pervent of their funds
from mterngd sources (retained profitz and deprecistion) in
1957, and most of the remainder from inﬁrmaadhl:ﬁg-tmm
dabt. The foreign enterprises derived about their
fands from such internal sources, but if funds from the
parent company are i ed as coming from an internal
sourca the proportion rises to about threa quarters. From
the peint of view of the parent companies, funds they provide
to the foreign enterprises are very largely genersted from
internsl sourees: from the point of view of the foreipn enter-
prize and the hozt covntry they wounld be considared external,

PURPOSES OF FUNDS USED

About three-quaciers of the funds available to the forcipn
enterprises (after income distnibutions) wera used i 1957 to
acquire property, plant, and equipment. This preperiion
ap to be cloge to thot for dowmestic corporations.

hout $3.2 billicn of the reporied foraign capiial sxpendi-
tares originate in the mining, maoufact , and petrolaum
meuetrics, compared with a total of $17 on for dornestic
plant and equipment ‘;;rlpandjt‘.umsin the manuiacturing and
mining industries (ingluding petroleum) in 1957. Thus,
these data clearly indicate that a significant ehere of the
overall expansion of productive facilities by United Stntes
industry in 1967 was in foreigh operations.  Shmilar data for
;Jhna.dn ;ﬁl;whﬂat uii:niﬂmn{eq mvaredd in thlga::rvgy MM‘I_.'ItI;‘tir
or ron : mining and meonfacturing eapi
expmdfturea in that country.

Petroleum expenditures large

The petroleym indus orted fore lont and aqui
ment a}:a.panditmﬂ of ﬁilﬁerzim m IQET,g:or; includ; BqEEEI:li
million of expleration and development expenditures charged
apainst ineome.  Ovar $800 mﬂ.ﬂun was sxpended in Latin
Ameriee, including more than $600 million in Venezuels
and & substentisl amount in Peru. This total wes unusually
high in 1957 bacansa of speeial paymentz of sbhout $325

ion for new leases in Vaneguela. _

Capital outlays by the petrolewm enterprizes in Canada
were nearly 800 million, with pipeline conziruction ne-
counting far & majer porgion. Eniomtiun and development
in required a further expenditure of 2140 million
chargsad ngninst income. In Europe, this industry’s plant
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and squipment expenditures wers sizable in the United
Kingdom, France, and Garmangi -
Plant and equipment expenditures abroad man nfac
taring enterprises controfled in the United Staies wers
reported by the sample companies at nearly $900 million
iu 1967, and che total {or all such companies would be well
over $1 billion. . . .
Nearly half of this was in Canada and gbout 40 percent in
Eurnpe mm_ntiip‘ in the United Kingdom. In both of these
areas the total outlay for manufacturing plant acd equi
ment was substanti larger in 1957 than indicated by the
date for net capital flows from the United States and undis-
tributed ingz. The situation was. quite different in
Latin America, however, where parent company funds are
used to & grepter extent to provide working capitel. Capital

enditures for munufacturing in Brazid made ap nesrly
m of the total for this ares.

Altho plant aod equiproent sxpenditures reporied by
other industries were comporativ. 6% ehow

small
capital investment to be mmﬂarahls{ igher than suggested
by the less somplete figures previeuvely aveilable.

Additions to working capital in the fora of inventories
and current aceounts receivable absorbed about §1 billion
of the funds available to foreign subsidiaries and branches in
1957, As noted above, the necessary funds were probhably .
abtained largely within foreign countriea.

Expansion of both inventories and evrrent recsivables was
targs in Latin America, and occurred in several industries.
Tha increase in petrolentn inventories probably reflecied an
imbalanee betwaen productive capacity and export demand
after the Suez crisis. Increeses in receivables in the manu-
tacturing and distribution industries reflasted their growing

SURVEY OF CURRENT BUSINESS

scale of operations #nd to some degree inflationary dsvelop-
ments in many of these eonntries. . .

In Caondw, the reduction in the level of business activity
which began wbont tnid-1957 was reflected in the compara-
tively emzll sceumulation of inventories by companies
raporting in the survey, and s net reduction of current
regeivables, largel hty the manufacturing companies. The
gvbatandal pro of current esseta in Enrope in 1957 was
related to generally satisfactory business conditiona,
Remittances of income .

Drividends and remitted hreoch Pmﬁts smounted to 317
hillion for the companies covered, represeniing about 60
percant of their net earnings. The proportion of aarnings
paid out was about the same as thet for domestic corpora-
ﬁm:kllﬂ inﬂ;aﬂﬁ?, although the demestic ratio was unususlly

] in t F ml L

noome paid out by the pstrolsum industry sccounted for
63 percent of total remittances, and manufacturing for nearly
20 percent. The relatively high rafio of income pnid out to
total incame of the petrolaum industry resulted in part from
the pravalence of branch organizations; some of the remitied
branch profits ware scon reinvestad abroad and were re-
corded at that time ae net funds frorm the parant. MNevertha-
less, the total of about $540 million of earniogs veported as
retained abrosd by the petroleum industry was much larger
than tha gmount for any other indust.\?.

‘When compared with overall vses of funds by the foreign
enterprises, the remittance of savnings, nlthough largs, repre-
sents only about one-querter of the total. “fum]s for
incomne remittances were lezs than half the srmount spent. for
new fized assets, and not much higher than ths amounts

Table 2.=—Sources arnd Ueed of Funds of U. 3. THrect Fovsign Tnvestoaents in 1957, by Area and Induostry
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required to increasze inventoriez and other current and long-
term assets. In fact, depreciation and depletion cherges
;1&3113’ matched income remittances except for the petroleum
industry.

A nwmber of companies reported sizable smounia under
the ocategory of incresases in “‘other” assets. The totsl

Jannavy _mm

amount was less than $300 million; end over half was reported
by peiroloum companiss. For many of these companiag
such funde Tepresent advancea to, or acquisition of, nfed
enterprises in other countries, The counterpart to these
fows a s & sovrce of funds, usnally under the heading
of net foreign finencing, or as part of “other’ sources.

Technical Note
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National Income and Corporate Profits
{ Continued from page 5)

domn#" months of the year, By late November cutput had
moved above year-carlier lavels, indieating a pmhn.ﬂle sub-
stantial rise in profits. 'With the introduction of the new
models, sales at ratail increased—though much of the current
outpnt wis going to build ap dealer stoeks. The turn-
around o production end ssles had pet matericlized in the
third quarter, however, and for this peried profits were the
lowest in & pumber of years, With retall inventories of new
¢ars high st midyear and sales continuing slow, production
was curteiled serly in the summer, and remained af low
levale throughout the period of model changasover and the
subsequent work stoppages.
The major nendurable-goods groups showed profit gains
ing the increasez which gecvrred in personal con-
sumption expenditures for their products.  With the earlier
declines in consumner purchases of clothing largely made good
during the summer months, profits in the app textilea
indusiries bettered their year-earlier rotes, Food maenu-

facturers’ profits recovered after midyear as cost-price
relationships improved. ' :

In the mabber indusiry, profits mose despite the limited
demand for use on new cars. The replacement market for
tires was little affected by the recession and—due partly
to the record number of autos on the rend and partly io the

rising average Age of thase—advanced to & new high for
1958 pe a whole.
An expanding consumer market also contributed to an

improvement of corporate profite in the petrolsum refining
indosiry duwing the summer. FProduetion inerensed ofter
midyenr, and the long and severe inventory edjustment
wed signe of onding. However, profits wera still a little
Iega than o year earlier, and remained almest one-fourth under
B hn vary of general b f
. Wi & Tacn of pen usiness, profit gains were
likewise recorded in ‘several indugtries gharacterized by wide
diversification of mardkats; included in this' proup were
chemizala and paper manufacturing.



